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ABSTRACT 
Cement is a significant product for economic development in Ethiopia as elsewhere, due to it 
being a key input for infrastructure and construction. A competitive price and sustainable 
supply of cement are thus very important for growth and development. The cement industry 
is capital intensive, and requires relatively large-scale production to achieve low production 
costs. This implies that the industry is concentrated, and that the producers are likely to have 
market power that they can exploit, including via collusion. Therefore, the nature of 
competition and its relationship to investment and productivity in the cement industry, as well 
as the price of cement, are important concerns in a country’s development agenda. This 
dissertation uses data on the cement industry in Ethiopia, including data from a survey of 
cement producers, to assess the changing market structure and concentration, and the 
relationship between competition, productivity, and the cement prices in the country. It finds 
that the entry of new producers has had a significant in effect in reducing prices and on 
improving productivity. New producers are more energy efficient; however, some 
rationalisation is required, with smaller and older producers needing to be closed down and 
industrial policy assisting in industry restructuring.  
  
 
Keywords: Ethiopian cement industry; energy efficiency; large-scale production; competitive 
price; market structure; concentration; productivity; competition.  
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CHAPTER 1: INTRODUCTION 
1.1 Background of the study 
Cement is a basic input of infrastructural development, and one of the most important 
segments of the construction industry. It is a particularly important input for the construction 
of housing and transport infrastructure, which are essential for socioeconomic growth and 
development. Thus, a competitive price and sustainable supply of cement are very important 
for growth and development. Therefore, the nature of competition and its relationship to 
investment and productivity in the cement industry, as well as the price of cement, are main 
concerns for developing countries. 
 
Cement is capital-intensive, requiring large-scale factories for efficient production. This 
implies that in most countries, given the size of local demand, the industry is usually 
concentrated, with relatively few larger producers. This raises questions about the power of 
the producers to collude together to charge high prices, relative to the costs of production. At 
the same time, the magnitude of investments and the linkages with infrastructure indicate the 
need for some government coordination through industrial policy. Cement is a relatively 
homogeneous product. Different specifications of cement differ in their percentage and 
composition of clinker and favoured uses, for example, ordinary and Portland Pozzolana 
cements1, however, they are generally substitutable, and are available in the same product 
market. In Ethiopia, Portland Pozzolana cement (PPC) is widely used, but recently, due to the 
construction of mega infrastructure projects, the demand for ordinary Portland cement (OPC) 
is increasing.   
 
This dissertation analyses the performance of the cement companies in Ethiopia over the past 
five years, and assesses the market outcomes in terms of price, investment, and efficiency of 
production, as well as the role of the government’s industrial policies regarding the sector. 
The main research question is as follows: 
 
                                                          
1  The two products differ due to their clinker composition; OPC has a higher proportion of 
clinker than PPC.  
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What is the effect of competition on the production efficiency and the price of cement in 
Ethiopia, and what is the role of industrial policy in supporting economic development and 
the sustainability of the sector in the country?    
1.2 Cement production in Ethiopia 
The cement industry in Ethiopia has passed through three main phases: from the start of 
cement production in 1938 at relatively low levels of production until 1984; the growth in 
output and then the construction boom from 2004, which led to a severe shortage of cement; 
and significant investment and excess capacity since 2012. 
 
The first cement manufacturer in Ethiopia was called Diredawa Cement, which was 
established in 1938 in the city of Diredawa, with a production capacity of 30,000 tons per 
annum. It was a government-owned company, later privatised in 2005, and now called 
National Cement. In about 1965 another state-owned plant, Addis Ababa Cement, came into 
operation with a production capacity of 70,000 tons per annum. In 1984, Mugher Cement was 
established by the state, and between 1984 and 1990 two production lines of Mugher Cement 
became operational, with a combined install production capacity of 600,000 tons of clinker 
annually. Addis Ababa Cement operated under Mugher Cement until it shut down in 1992, as 
the factory was at the centre of the city and emitted pollution. When cement demand 
increased, the government established Messebo Cement, which became operational in 2001 
with a starting production capacity of 600,000 tons of cement per annum (Oqubay, 2015). 
 
From 2004, the construction industry grew too rapidly for cement production to keep pace, 
and severe shortages of cement were observed until 2011. The severe shortage meant very 
high cement prices. To alleviate this shortage and to reduce the high prices, in 2007 the 
government allowed the private sector to import cement, although the effectiveness of this 
measure was undermined by the shortage of foreign currency. The price of cement reached its 
highest level of $48 per quintal (100kg) around 2008/2009 in the retailer market. Cement 
supply continued to lag behind the required demand in local production until 2011 (Ministry 
of Industry (MOI), 2014a). High prices and under-supply meant that infrastructure was 
expensive, even though investment in this area was a key part of the government’s strategy. 
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To change this challenging situation, the government provided incentives to the private sector 
and strengthened the state-owned Mugher Cement, as a ‘centre of excellence’ for newer 
cement businesses, by providing technical assistance and trained, skilled manpower. The 
incentives included investment promotion, access to mining resources, duty-free imports of 
capital goods, and 15% duty-free for spare parts, loans of approximately 70% of the 
investment cost with a subsidised interest rate of 5%, and access to development land on 
which to build factories, with low-priced, long-term lease agreements (Oqubay, 2015). A 
number of private local and foreign investments in the industry were attractive, resulting in 
many small- and medium-sized cement companies. There were also two very large 
investments by Derba and Dangote, which became operational in 2012 and 2015 respectively. 
Existing companies also increased their capacity, with Messebo and Mugher each raising 
their production capacity to 2.2 million tons per annum. 
 
The result has been 21 cement producers by 2016. Four of these are large producers with 
installed cement production capacity above 2 million tons per annum, while the rest are 
small- and medium-sized cement companies with vertical shift kiln technology, including 
clinker grinding facilities (Global Cement Report, 2013).  
 
The substantial investments meant that capacity in 2016 far exceeded demand. According to 
the Chemical and Construction Inputs Industry Development Institute (CCIIDI) (2016), the 
total installed production capacity at end of 2016 was close to 15.6 million tons, but the 
actual production was 8.16 million tons. This suggests poor coordination in terms of 
investment strategies and inefficiencies, as the plants operated below capacity. In particular, 
there are questions about the small plants that are not as energy efficient. 
 
The cement price has responded to the new entrants. After the entrance of Derba Cement in 
2012, the price of cement decreased sharply. In the same year, Ethiopia began exporting 
small volumes of cement to close-by nations such as Djibouti, South Sudan, and most 
recently to Kenya. 
 
Despite the large number of producers, the largest five cement producers combined 
accounted for nearly 80% of total installed cement production capacity in 2016, meaning that 
the industry is still oligopolistic in nature. In terms of geography, three of the major 
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producers, namely Dangote,  Derba, and Mugher, which account for 55% of the production in 
2016, are in one location, i.e. Mugher, where there is significant availability of raw material 
and which is close to Addis Ababa, where cement demand is the greatest. The other two of 
the top five companies, Messebo and National Cement, are located in Mekelle and Diredawa 
respectively, which are 700 and 560 kilometers (km) from Addis Ababa respectively.   
1.3 Problem statement  
Competition did not exist when only two small-scale state-owned, and one endowment-
holding cement manufacturers (Mugher, Diredawa, and Messebo Cement2) dominated the 
Ethiopian cement market. The market has become competitive with the establishment of 
small-scale cement plants since 2005, and then the entry of Debra and Dangote cement in 
2012 and 2015 respectively. With over-capacity since 2015, the government banned cement 
importation and new cement investment into the sector to safeguard against further 
oversupply in the sector, and to encourage the exploitation of economies of scale (CCIIDI, 
2016). As noted, Ethiopian cement producers have also begun exporting at the very least to 
the nearby countries (Djibouti, South Sudan, Somalia, and Kenya) although this is hindered 
by high inland transport costs and undeveloped infrastructure. In 2015, the government 
adopted the Cement Industry Development Strategy (CIDS), set to run until 2025, to increase 
capacity utilisation and efficiency of the sector, and to decrease the price of the cement.   
 
Thus, it is important to understand the changing extent of competition in this industry, and its 
relationships to efficiency and productivity, given economies of scale, and to the price of 
cement. The government’s role is an important aspect, given the state-ownership of some 
companies, the incentives provided, and other interventions, such as trade policy.  
1.4 Significance of the study 
Cement availability and pricing is very important for infrastructure investment as a central 
part of the Ethiopian government’s economic development strategy. This dissertation will 
provide important insights into the role of competition in promoting efficiency and 
productivity in the sector, along with the pricing of cement. Furthermore, the government is 
developing the CIDS, which aims to increase productivity and to decrease the price of cement 
in order to maintain sustainability in the sector. The government also temporarily banned 
                                                          
2 Messebo Cement is owned by the Endowment Fund for the Rehabilitation of Tigray 
(EFFORT). 
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additional new cement investment to avoid promoting excess competition in the sector. But 
there has been no evaluation of whether fair or excessive competition exists among cement 
producers.  The findings of this study fill this gap, and are aligned with the government’s 
policy intervention towards improving the sector. 
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CHAPTER 2: LITERATURE REVIEW 
This chapter reviews the literature that defines and measures efficiency and productivity and 
explains their relationship to competition. It also considers literature on competition and 
market outcomes, and the relationship between industrial policy and competition policy. 
Empirical literature on the relationship between competition, productivity, and price is also 
discussed.  
2.1 Defining efficiency and productivity 
Productive efficiency is when companies produce the maximum output with a given set of 
inputs; alternatively, companies minimise inputs for a given output (Hall & Lieberman, 
2012). Allocative efficiency means consumers choose whether or not to purchase an 
additional unit of the goods at prices which reflect the cost of producing an additional unit, 
that is, the marginal cost. The role of competitive markets in fostering efficiency is discussed 
in more detail below.  
 
Dynamic efficiency refers to improving productivity through upgrading, adapting, and 
adopting better technology and production methods, and/or the development of new products. 
This, in turn stimulates technological capabilities, which is the main source of long-term 
economic growth and economic efficiency (Motta, 2004). 
 
Improved productive and dynamic efficiency are closely related to productivity 
improvements, measured in terms of higher output for given factors of production (capital 
and labour). Labour productivity is defined as output per unit of labour, or output per hour 
worked. If the industry is labour intensive, labour productivity is an appropriate measurement 
of productivity for that specific industry (Bernolak, 1997). However, cement is not labour-
intensive but capital-intensive. The international standard is the maximum number of 
employees in a minimum efficient plant of between 200 and 300. The minimum efficient 
scale for a cement plant has been estimated at more than one million tons per year (Ellis & 
Singh, 2010).  
 
Therefore, productivity in capital-intensive companies is closely associated with using the 
latest technology and having a large-scale plant, as, for example, found in studies on Japanese 
industry (Haskel & Martin, 1993). Given the input prices, scale advantage, and technology, a 
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more technically efficient company would obviously possess an additional cost advantage 
(Rao & Zekarias, 2015). In the case of cement, improved production technology is also 
related to a more efficient use of energy, which is the most important single input. Capacity 
utilisation (maximum output) is also a key factor for productivity. However, capacity 
utilisation also demand-dependent.  
2.2 Theories of competition, efficiency, and productivity 
The process of competitive rivalry between businesses for market share from customers is a 
fundamental characteristic of a flexible, dynamic market economy. Competitive markets will 
stimulate the upgrading of companies’ capabilities to produce goods that consumers need, in 
the quantities they need, by introducing the most efficient production methods, better 
marketing, and the most efficient distribution methods. Competition pressurises companies to 
find more efficient production mechanisms, to provide more options, to introduce better 
marketing techniques, and to improve product quality. This mostly results in lower prices, 
better choice, and quality products for consumers (Khemani, 2007).  
Thus, competition spurs allocative, productive, and dynamic efficiency (Sekkat, 2009). If 
there is competition, the efficiency of the companies is expected to increase because 
competitive markets do not tolerate inefficient companies.  Efficiency in the cement industry 
is associated with energy utilisation because the industry is energy-intensive, and as a result, 
the cost structure of energy is higher than any other input cost. However, with sunk and fixed 
costs, prices cannot fall to the marginal costs of an additional unit of output, as this cost does 
not include the capital cost of the plant. If there is excess capacity and many competitors, 
then companies will not operate efficiently, relative to the capital invested. 
In a monopoly situation, companies tend to be productively inefficient due to managerial 
slack, since there is no incentive to strive for a high level of performance. In addition, if there 
are efficient and inefficient companies in the market, then competition can force the 
inefficient companies to exit in a Darwinian process, but in a monopoly this does not happen 
(Motta, 2004). Any profit-maximising companies seek to reduce the cost of production, 
regardless of the market structure; however, in a competitive market, companies are forced to 
find out the least costly and most efficient production methods or techniques, including the 
best capital:labour ratio (Lipsey, Courant, Purvise & Steiner, 1993).  
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In a competitive market, rival companies will offer prices close to the cost of production in 
order to attract customers, and no single company will dominate the market. When the price 
of goods goes down to marginal costs, it ensures social welfare, meaning that consumption 
demand and the total production are close to socially best level, such that there is allocative 
efficiency. In contrast, in a monopoly, even if the company is productively efficient, it 
chooses to charge higher prices for goods, and the lower resulting consumption means it also 
has less production (Motta, 2004). To realise allocative efficiency, the existence of a perfectly 
competitive market is very important, because in a perfectly competitive market marginal 
costs will be equal to the price of goods (Lipsey, Courant, Purvise & Steiner, 1993). 
Thus, theoretically there are three ways in which competition can drive economic growth and 
productivity (Sekkat, 2009). Firstly, competition puts pressure on managers to find 
mechanisms to improve productivity by creating efficient ways of doing business. Company 
managers and leaders need to understand the importance of competitive pressure and are 
challenged to motivate their organisation to innovate continually, and to maintain their 
competitive advantage (Porter, 1990). 
Secondly, active competition between companies ensures that companies with higher 
productivity increase their market share, whereas less productive companies exit the market. 
More productive local companies are also more competitive in international markets. For 
example, by analysing Japanese companies, Porter & Sakakibara (2004), found that 
companies that faced intense competition in their domestic market became internationally 
successful, whereas companies with restricted domestic market competition were not 
internationally competitive.  
Thirdly, competition spurs innovation and increases dynamic efficiency through upgrading, 
adapting, and adopting technology, or by creating new products and services (Lipimile, 
2004). However, it can be argued that competition can hinder innovation by reducing the 
incentives in the form of monopoly profits, and there is therefore a trade-off between 
competition and innovation (Aghion, Harris, Howitt & Vickers, 2001; Schumpeter, 1942). 
Therefore, it is possible to think of optimal levels of competition, as is evident in Japanese 
and Korean studies (Amsden & Singh, 1994).  
Many empirical studies have assessed the links between competition, efficiency, and 
productivity. Concentration rates have been found to be negatively related with productivity, 
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and entry rates positively affect the efficiency of companies (Pilat, 1996). Similarly, Caves & 
Bailey (1992) indicate that in many nations, productivity in an industry declines when 
concentration moves above a certain level. In a study of Indian companies, companies with 
less market share in a fragmented market were found likely to have a higher total factor 
productivity growth rate (Kato, 2009).  Using the panel data from UK manufacturing 
companies, Haskel (1991) and Nickell (1996) also found a negative relationship between 
market dominance and productivity. In addition, Nickell (1996) also found that companies 
with lower level profits have higher rates of total factor productivity growth. A study of 500 
German manufacturing companies from 1986 to 1994 found that companies have higher 
productivity when they face aggressive product market competition (Januszewski, Köke & 
Winter, 2001).   
Dunne, Klimek & Schmitz (2008) analysed the effect of import competition in the American 
cement industry in the years between 1980 to 1997, and they found that in those years 
imports were increased by 25% and, as a result, total productivity in the American cement 
industry increased by 35%. Over the same period, fuel efficiencies and capital productivities 
in the American cement industry increased by 27 and 47% respectively. Similarly, Molonket, 
Ombuki & Wawire (2014) analysed the effect of competition in five Kenya cement 
companies, and found that competition has an impact on the profitability and productivity in 
the Kenyan cement industry.  
Instead of directly evaluating the impact of competition in productivity, some studies assess 
the impact of product market regulation (limiting competition) on productivity, and they 
found it has a negative impact on productivity (Nicoletti & Scarpetta, 2003; Arnold, Nicoletti 
& Scarpetta, 2011). Studies of liberalised markets in electricity generation also find 
competition to be important for productivity (Maher & Wise, 2005; Jamasb, 2004; Fabrizio 
Rose & Wolfram, 2004).  
2.3 Competition and market power  
Competitive markets are a central concern of economics, as consumers have the ability to 
choose between alternative suppliers and companies cannot raise their prices above their 
costs (Kovacic & Shapiro, 2000). If there is no competition, consumers will be charged 
higher prices because companies use their market dominance to increase the price of goods, 
as well as compromising on the quality, and they raise barriers to entry, preventing new 
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companies from entering the market. Substantial market power is defined as a company being 
able to charge prices “close to enough” to those that monopolists would charge (Motta, 
2004).  
 
Market power exists when there is an absence of effective competitors, or where those 
competitors collude together. Where there are few competitors, the market is concentrated. 
This can be because of large scale economies relative to the size of market demand. The 
larger companies have low costs, and smaller entrants will not be able to compete (Banda, 
Robb, Roberts & Vilakazi, 2015).  
Market concentration is usually measured in two ways: as the combined market share of a 
certain number of companies, such as the four-company concentration ratio; and as the 
Hirschmann-Herfindahl Index (HHI). The HHI provides a more complete picture of industry 
concentration, as it adds together the shares of the percentage market shares of individual 
companies in the industry, which places more weight on larger companies (Borenstein, 
Bushnell & Knittel, 1999). Market power can also be measured directly by the price–cost 
margin (or Lerner index, given as, (P- MC)/P) (Motta, 2004). Prices above marginal cost also 
lead to allocative inefficiency since consumption are reduced. 
In addition to economies of scale, market concentration and market power can exist due to 
mergers, which reduce competitors, and cartels where companies agree not to compete.  
Explicit agreements between companies to set the price and/or to divide markets and control 
input materials are examples of collusion (Crandall & Winston, 2005). For example, 
Khumalo, Mashiane & Roberts (2014) analysed the effect of anti-competitive behaviour 
(cartelisation) in South Africa for precast concrete products, and found a substantial cartel 
overcharging on the price of the product for a long time.  
Many markets have some form of barrier that prevents companies from entering the market. 
In economic theory, entry to the market and exit from the market is very important for the 
success of competition (Banda, Robb, Roberts & Vilakazi, 2015). Barriers to entry are one of 
the factors affecting the intense competition of companies in the market. Barriers to entry can 
be classified into structural and strategic barriers. Structural barriers are related more to the 
nature of the industry, such as investment cost, scale economy, legal or regulatory barriers, 
and economic regulations. Strategic barriers are related more to the existing behaviour of 
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companies or tactical strategies by an existing company to hinder new entrants, such as cartel 
formation and raising rivals’ costs, and reducing rivals’ revenues.  Barriers to entry also 
include weaker and shallower financial systems and other obstacles to new entrants, such as 
difficulties in establishing distribution networks and ensuring supply of inputs, as well as 
scale economies to market size, and less developed transport infrastructure (Roberts, 2012). 
Transport costs and geographic location can also contribute to market concentration; as high 
transport costs imply small geographic markets with fewer suppliers. For reasons of resource 
availability, most companies may be located in one region or province so that the 
concentration ratio in that province is low, whereas in other provinces there may be only one 
or two companies such that the concentration will be high. Similarly, low infrastructure 
development and high transport costs will lead companies to have market dominance in some 
areas, as other companies may not be able to deliver their products to that area. This is more 
likely if the products are high volume and low value, for example cement. 
2.4 Competition policy, competition law, and industrial policy 
Competition policy and law are tied to setting the standards for a market economy, and the 
principle can be changed in order to shift the balance in favour of different outcomes, such as 
constructively opening up markets. Competition policy refers to policy instruments that 
include different measures that constitute the ‘rules of the game’ for the market economy in 
local and national markets; this includes industrial policy, infrastructure provision, economic 
deregulation, and transparent public procurement policy (Roberts, 2017). An effective 
competition policy includes a set of policy instruments that support a better investment 
opportunity, so that investment and productivity will increase in particular, and overall 
economic growth will be realised in general (Khemani, 2007). Creating competitive rivalry 
between large companies is vital in nation development. In this regard, the industrial 
development of East Asian countries, especially Japan and Korea, point to the importance of 
competitive discipline in large companies (Amsden & Singh, 1994; Sakakibara & Porter, 
2001). Competition and industrial policy could be viewed as being complementary, 
especially with regard to its role in inducing dynamic efficiency, technical progress, and 
investment (Singh, 2004). 
Whereas competition law typically seeks to address uncompetitive practices, the exercise of 
market dominance and market intervention by the state includes institutional bodies to enact 
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the law and to promote competition. Normally competition law is targeted at cartels, abuse of 
dominance, and mergers, which reduce competition. Competition law also helps to accelerate 
economic development by reducing barriers to entry and exit and competitiveness, and means 
increased responsibility and accountability in state and private business relationships, so that 
corruption and rent-seeking is limited (Khemani, 2007). With the absence of effective 
competition law, companies have a tendency towards uncompetitive business practices, 
thereby exercising market dominance and earning excess profits (Evenett, Jenny & Meier,   
2006). 
An industrial policy is a policy instrument that targets selected industries, directing resources 
in those industries to give producers a “competitive advantage’’ (Wade, 1990).  According to 
Wade (1990), for various reasons in the absence of industrial policy resources would not be 
appropriately channelled to industries which can be competitive. The aim of industrial policy 
is to overcome market failures, coordination problems, and to promote structural change – 
that means the transfer of resources from a low productivity to a high productivity sector. 
While industrial policies may support a “national champion” through subsidies, 
protectionism, and procurement policies, industrial policies can also be designed to support a 
number of competitors. Industrial policies can operate at the level of the product market, 
factor markets, international trade, or investment to influence companies’ rivalry to build 
capabilities and become more competitive. In this case, industrial policies and competition 
are complementary (UNCTAD, 2009).   
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CHAPTER 3: RESEARCH METHODOLOGY 
The methodology employed in the study combines quantitative and qualitative techniques to 
analyse the key research questions. The methodology draws on the literature review for the 
conceptual framework, particularly in terms of identifying the possible relationships between 
competition, productivity, and market outcomes in the Ethiopian cement industry.  The 
conceptual framework is set out below, before the chapter sets out the data collected and 
interviews conducted to obtain qualitative information.  
3.1 Conceptual frame work 
Drawing on the literature review, the market concentration and competition in the Ethiopian 
cement industry is assessed, and the links between the efficiency and productivity of 
companies are tested. The existence of market dominance and the relationship of mark-ups 
over costs are also assessed.  
3.2 Measuring competitive market outcomes 
Market dominance is usually associated with concentration that can be measured in different 
ways. It can be measured in terms of the market share by a certain number of companies, 
such as the four-company concentration ratio (the percentage value of sales accounted by the 
largest four companies). If the percentage is high, this shows less competition in the market. 
The second measurement of concentration is the HHI, which uses the percentage of 
individual companies in the industry’s markets shares, which are squared and summed in the 
calculation to place more weight on the larger companies (Borenstein, Bushnell & Knittel, 
1999). These measures of concentration require the market to be defined in terms of its 
product specification and its geographic area. The markets are defined in terms of an 
increased price that could be arrived at by a hypothetical monopolist (this can be done using 
Small but Significant non-transitory increase in price from 5-10 %, SSINP test)  in a given 
area, before it becomes commercially viable to bring cement from further afield (Massey, 
2000). This is assessed using prices over time and transport costs for different Ethiopian 
locations. 
Thus, it is necessary to understand the different markets. Since cement is relatively 
homogenous, the main aspect for consideration in a market definition is the geographic 
scope, especially given that cement is a bulky product with significant transport costs. As 
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such, it is important to assess transport costs, the location of supply and of demand, as well as 
barriers to imports. Prices charged in different locations will assist in comparing and 
contrasting the prices and the mark-ups of cement in competitive, less competitive, and non-
competitive markets, and aid in understanding how transport and concentration determines 
the price of the product. There may also be different customer segments, such as the market 
that caters for large construction projects and the market that sells to smaller customers.  
Market dominance can also measured directly by mark-ups over costs. This is assessed by 
measuring the different costs, including the fixed costs (capital investment), variable costs 
(input material cost, energy cost), transport costs, and labour and other costs. The Lerner 
Index as a measure of market power just measures the price mark-up over marginal cost. In 
the Ethiopian cement industry, the main production cost (which is variable and a large 
proportion of marginal cost) is the energy cost, since the fuel is imported from abroad and 
incurs high inland transport costs, and as a result, the energy cost structure is higher than any 
component of the operational cost. 
3.3 Measuring productivity and efficiency  
Competition is also directly linked to the degree to which companies implement modern 
technology. The argument is that a company in a protected market has less incentive to 
choose modern technology and maximise the output from the given input, but spends the 
rents that it earns on technical inefficiency and organisational slack. Since cement companies 
are energy-intensive companies, international standards show that the cost of energy ranges 
from 35% to 40% of the total production cost; the technical inefficiency of the cement 
industry is mostly associated with the consumption of energy with proportional output. 
Therefore, to be competitive in the market, cement manufacturers should use energy-efficient 
technologies. As a matter of fact, the cement industry is a capital- and energy-intensive 
industry, so the cement industry’s productivity is dependent on the use of modern 
technologies and efficient utilisation of energy.  
Capital productivity is the main determinant of cost-efficiency and productivity in the cement 
industry, because capital productivity is associated with technical efficiency and the use of 
modern technology, which helps to produce a ton of cement or clinker with the least possible 
resources.  Efficient utilisation of energy is one of the proxy measurements for productive 
efficiency of capital, since the energy cost is one of major costs of cement production.  
15 
 
Therefore, coal consumption (energy consumption) over time, with respect to per ton of 
clinker production, is analysed.  If the cement companies use technically efficient and 
modern technology they can be competitive by utilising the maximum capacity of the 
machine or technology, since capacity utilisation is associated with technical efficiency.  
Capacity utilisation is the other measurement of capital productivity (companies’ 
competitiveness) and is defined as the actual output divided by maximum output that could 
be produced by a given technology. Higher capacity utilisation is generally cited as an 
improvement in the company’s efficiency, as it may be the product of an aggressive 
marketing strategy, better maintenance of the plant, quality control measures, etc. Generally, 
the higher the capacity utilisation, the higher the industry’s productivity.  
The second reason that capital productivity is considered a measurement of productivity in 
the cement industry is due to the presence of increasing returns to scale. Where scale 
economics are relatively higher compared to market demand, larger companies have a better 
advantage than new smaller entrants, since smaller new entrants sell small volumes that are 
produced at high cost in comparison to the production costs of larger companies, so that the 
profit margin of smaller companies is lower than that of larger companies. As the magnitude 
of production increases, unit costs are expected to fall, thereby increasing the company’s 
level of competitiveness and, hence the company’s productivity. In the cement industry the 
capacity is determined by kiln size and technology (automation process). Equipment 
manufacturers and the cement plant usually design the maximum attainable capacity of the 
kiln (cement production capacity). In the cement sector, the minimum international efficient 
required capacity is more than 1 million tons per annum. 
Based on the above analysis, we can develop the conceptual framework for analysis as 
follows:  
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3.4 Data sources, collection, and analysis  
Data was collected from the Central Statistics Agency, The Ministry of Industry, The 
Ministry of Trade, The Chemical and Construction Inputs Industry Development Institute, 
The Ethiopian Chamber of Commerce, sector associations, The Ethiopian Investment 
Agency, The Ethiopian Custom and Revenue Authority, The Ministry of Construction, and 
web-based databases. The variables collected were aggregate output, sales revenue, number 
of employees, investment cost, price in different locations, and other relevant qualitative 
information.  
The primary data on the output of individual companies, the gate price, and coal consumption 
of each company were collected through questionnaires. The questionnaire comprised three 
parts: background information of the company; quantitative data including output, sales 
revenue, and price; and, more qualitative data that helped to analyse how the companies 
perceive the competitive circumstances, and their understanding of the aspects of 
competitiveness. Qualitative information, such as investment decisions, perceptions of 
competition, government policy impacts, and challenges faced by the industry provided 
descriptions of events and also provided a thorough understanding of the cement industry.  
The effect of competition on productivity and price was assessed in both qualitative and 
quantitative terms. The price of cement was measured in four different regions within 
Ethiopia. The first region has the largest cement company (near Mugher), and is the biggest 
cement market (Addis Ababa). The second region is far from the major cement market and 
has few cement producers (Diredawa). The third region has only one producer (Mekelle), 
while the fourth region (Bahir Dar) has no cement producer, and relies on supplies being 
transported to it from the other regions. These regions help us to assess how transport costs 
and company concentration rate has affected the price and mark-up of cement in Ethiopia.  
 
The aggregate and individual output of each cement company since 2012 was analysed, along 
with the capacity utilisation of each company over time, as well as the investment costs in 
new technology and machinery. This is related to efficiency (measured in terms of costs and 
energy use) and concentration over the last five years. 
 
The research was conducted in nine selected cement companies in Ethiopia. These include 
the major companies and some small- and medium-sized companies for comparison.  
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CHAPTER 4: OVERVIEW OF THE ETHIOPIAN CEMENT INDUSTRY 
There have been significant changes in cement production in Ethiopia since 2001. Prior to 
this, there were only two small-scale cement plants, both belonging to the government 
(Diredawa and Mugher Cement with a combined installed capacity of 700,000 tons). The 
main reason for the small local industry was the low demand for cement, associated with the 
overall depressed economic development of the country, specifically the low development of 
construction companies (Oqubay, 2015). As economic growth has increased so has demand 
for cement, and in 2004, the government started significant infrastructure projects resulting in 
a construction industry boom. These projects included hydropower dams, a huge housing 
programme, water plants, and road infrastructure. The sustained growth of the construction 
industry, linked to the overall improvement of the country’s economy, along with shortages 
of power supply to cement producers, caused a scarcity of cement from 2007 to 2011 in the 
country and resulted in significantly high prices.   
 
Since 2012, the substantial growth in cement production, and the entrance of Derba Cement 
and other small- and medium-sized companies into the sector, led to supply exceeding 
demand once again, and as a result, the government banned cement importation in 2012 
(MOI, 2014b). When Dangote Cement became operational in 2015, competition became 
more intense. The government also banned additional new investment in the sector, fearing 
excess supply. Some cement producers began to export to neighbouring countries like 
Djibouti, Kenya, Somaliland, and South Sudan. The four companies that have large scale 
production capacities are active in the export market. However, high overland transport costs 
impact on their ability to export. 
4.1Cement consumption and the construction industry      
Since 2004, the Ethiopian construction industry has sustained growth of around 13% per 
year, with it surpassing 20% in 2014. As a result, the share of the construction industry in the 
economy rose from 4.2% in 2004 to 5.8% in 2011 (Oqubay, 2015).  
 
The construction industry has multiple advantages for socioeconomic development. Firstly, it 
creates job opportunities for unskilled and skilled labour. Between 2011 and 2013 in an 
integrated housing and infrastructure development programme alone, about one million jobs 
were created (MOFED, 2014).  Secondly, the growth of the construction industry also helps 
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to foster the development of industrialisation, like cement manufacturing and other 
construction input manufacturing industries. Thirdly, the industry helps expand social 
infrastructure, encouraging savings, property development, and the ability to supply low-cost 
and reasonably priced houses for society (Ferede & Kebede, 2015). These benefits are 
basically related to the supply and price of cement.  
As a consequence of the construction industry’s growth since 2004, the consumption of 
cement also increased from around 1.4 million per ton in 2004, to 8.1 million per ton in 2016 
(Figure 1).  This has been underpinned by the GDP growth, per capita income growth,  
political stability, high population growth (2.6%), fast expansion of urbanisation (4.3% each 
year), accelerated growth of infrastructure, and the ambition of attaining middle-income 
country status by 2025 (MOI, 2014c).  
 
 
Figure 1: Locally production, importation, and exportation of cement 2004-2016 
Source: Questionnaire (2016), CSA reports on large- and medium-scale manufacturing and electricity survey 
from 2003-2014, and MOI (2014c). 
 
Following the boom of the construction industry in 2004, there was a severe shortage of 
cement supplies until 2011, and consequently the price of cement recorded the highest price 
in the market in the country, reaching $400 per ton in 2007/2008 (Figure 2).  Because of this 
severe shortage and price hike, the government was forced to import cement from abroad 
between 2006 and 2011.  For example, in a single year (2007/2008), Ethiopia imported 
around 1.4 million tons of cement (Figure 1) and spent more than US$ 240 million. The 
imports were transacted through government-owned and private companies, Cement was 
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imported mainly from Pakistan, China, Egypt, and Oman. However, since 2012 the situation 
has changed due to the expansion of existing companies, the entrance of many small-scale 
companies and large-scale companies into the cement industry. 
 
Figure 2: The average price of cement from 1999-2016 
Source: Questionnaire (2016), CSA reports on large- and medium-scale manufacturing and electricity survey 
from 2003-2014, and MOI (2014c). 
4.2 Production growth and recent development 
The cement industry registered rapid growth between 2004 to 2016, with the installed 
capacity of the industry increasing from 1.5 million ton in 2004 to 15.6 million ton in 2016 
(CCIIDI, 2015). There has been an average annual growth of 24.8%, more than three times 
the average growth of 7.4% in global cement production since 2002 to 2012 (Global Review, 
2013). Major investments were made between 2010 to 2016 by Dangote Cement and Derba 
Cement, with a capacity of 2.5 million tons and 2.3 million tons respectively.  
 
These investments came after smaller local entrants, and alongside expansion and upgrading 
of technologies in older plants to achieve economies of scale (CCIIDI, 2015). This 
impressive recorded growth established Ethiopia as the third largest cement producer in sub-
Saharan Africa, next to Nigeria and South Africa. However, the per capita consumption of 
cement in Ethiopia is still low (80 kg in 2016) compared to the average international standard 
per capital consumption, which was 500kg in 2012, indicating scope for continued high 
levels of growth (Global Review, 2013).  
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Additionally, the cost of energy for the Ethiopian cement industry is close to 40 to 50% of the 
total production cost, which is very high compared to 30 to 40% of the international standard. 
Smaller companies that use vertical shaft kilns (VSK) are less efficient in energy cost 
reduction compared to larger companies that use rotary kilns and have better capacity, and as 
a result are able to decrease their unit costs of production. This is basically due to low 
infrastructure development combined with the high costs of coal and logistics. The high 
transportation costs make coal importation and cement distribution very expensive, which has 
again increased the cost of production and distribution, and thus a few companies (e.g. 
Messebo Cement) have tried to use biomass-coal blends to reduce the cost of energy (MOI, 
2014c).  
4.3 Cement companies’ profiles 
As of 2016, there were 19 operational cement plants in Ethiopia, with two in the pipeline 
(although the two cement industries got their investment licenses in 2006 and 2009, they had 
not implemented the projects). In terms of ownership, all apart from Mugher Cement and 
Messebo Cement are privately owned companies. There are four very large companies, 
Dangote, Derba Midroc, Messebo, and Mugher Cement, each with installed production 
capacity of more than 2 million tons (Figure 4). These four largest producers accounted for 
close to 75% of the total production in 2016, followed by National Cement.   
 
Figure 3: Cement production trend by individual cement companies from 2012-2016 
Source: Questionnaire (2016), and CCIIDI (2015). 
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While the large and medium producers have grown since 2012, the smaller companies, which 
were first established to alleviate the shortages of local supply, are struggling, due to not 
having scales of production, operating with less advanced technology, and inferior 
management skills in comparison to the larger cement companies. Most of the smaller cement 
companies in Ethiopia use VSK technology, which occupies less floor space and requires a 
lower investment cost (MOI, 2014c), however, this technology is less efficient in terms of 
energy utilisation. In addition, smaller cement companies have less financial resources to 
invest in their human resource skill development, cement-related research and development, 
and are unable to exchange experiences with companies who implement international best 
practice.  
By their very nature, cement plants are capital-intensive and the production processes are 
automated, so that direct contribution to job creation is limited. International benchmarks of 
the number of employees in a cement plant are 200 to 300 workers (MOI, 2014c), however, 
Ethiopian cement companies are still quite labour intensive with the large plants employing 
close to 2,000 employees. Overall, the number of employees in the industry increased from 
2,200 in 2000 to 7,937 in 2015 (Figure 5). There are also significant impacts on employment 
creation in forward linkages from cement production to downstream activities in 
construction.  
 
Figure 4: total numbers of employees from1999 to 2016 
Source: CSA report on large- and medium-scale manufacturing and electricity companies survey from 
1999/2000-2013/2014, Questionnaire (2016).
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Table 1: Profile of the top five cement companies 
 Company                          Company Description 
1 Dangote 
Cement 
This is the biggest cement factory with an installed production capacity 
of 2.5 million tons per annum, with the latest technology and a large-
scale rotary kiln, producing 3,000-5,000 tons per day.  
The company was established in 2015 by Nigerian businessman, Aliko 
Dangote, with an investment capital of US$133 million. The company 
leads in production (ordinary Portland cement and Portland Pozzolana 
cement) and in sales in Ethiopia according to 2016 statistics. The 
capacity utilisation of the company was 80% (2016), which is in the 
range of international recommended standards.  
The company has its own transport fleet, which helps to utilise the 
untapped market in remote and neighbouring country border areas. The 
company has been exporting cement to Kenya. Recently, the company 
set up a packaging plant at a cost of US$21.5 million (Global Review, 
2017). According to the Global Cement Report (2017), the packaging 
plant will have the capacity to produce 120 million bags per year. 
2 Derba Midroc 
Cement 
The second largest cement factory in Ethiopia is part of the Midroc 
conglomerate group owned by Sheik Mohamed Al Amoudi, an 
Ethiopian by birth.  
The company was established in 2012 with an installed production 
capacity of 2.3 million tons per annum, and an investment capital of 
US$158 million. The company uses modern technology with large scale 
rotary kilns, with production ranging from 3,000-5,000 tons per day. The 
capacity utilisation of the company improved from 55% in 2013 to 
71.3% in 2016. The company is one of the main drivers in the reduction 
of the cement price in Ethiopia; when they entered the market, prices 
were slashed by nearly half of its previous level. Derba has its own fleet, 
and also promised door-to-door delivery in a matter of five to seven days 
of order within a radius of about 350km from the plant (which is located 
quite near to Addis Ababa), and they additionally concluded sales with a 
50% down payment. This markedly arrested the wild, speculative market 
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and the rent-seeking activities associated with shortages. Since 2013 the 
company mainly exports to Kenya and Djibouti.  
 
3 Messebo 
Cement 
The third largest cement plant in the country has a total installed 
production of 2.2 million tons per annum. The company was established 
in 1997 as one of the subsidiaries of the Endowment Fund for the 
Rehabilitation of Tigray (EFFORT). It is located in Mekelle, which is 
760km from the main cement market in Addis Ababa. Because of this, 
the company has a cost disadvantage when delivering to Addis Ababa. 
The company produces different types of cement in addition to OPC and 
PPC, such as Portland limestone cement and low heat hydration cement. 
Because the European association with pre-kalciner technology, 
Messebo produces European standard cement. To be competitive and 
environmentally friendly, in 2014 the company took the initiative to 
substitute some of their energy fuel with biomass.  
4 Mugher Cement This is the oldest and state-owned cement enterprise. In 2012 they 
established a new plant close to Addis Ababa, with an installed 
production capacity of 1.4 million tons per annum, meaning total 
production capacity is 2.2 million tons. It is the only company that trains 
cement technicians and skills their workforce up to college level in their 
institute. Recently the company inaugurated a coal fire plant to shift the 
energy usage from heavy furnace oil to coal, which reduces energy costs 
and makes it more competitive.   
5 National 
Cement 
It is the fifth largest company and is located in the city of Dirdawa. The 
company started the business by acquiring Dirdawa Cement Company in 
2005.  In 2013 the company expanded, which helped it to reach the 
production capacity of 1.2 million tons per annum. Because of its 
geographical location, the company has the advantage of tap in in to the 
nearest neighbouring country cement market opportunities, and since 
2013,the company has been actively engaged in cement exportation to 
Somalia and Djibouti.  
Source: CCIIDI cement report (2015); Questionnaire (2016); MOI (2014c); Oqubay (2015). 
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As noted, Messebo Cement and Mugher Cement have been under strict state control. The 
government used to deal exclusively with these companies to supply government mega-
project without competition. For example, Messebo Cement is the major supplier to the 
Renaissance Dam project. These companies sell cement to the market if they have excess 
cement that is left over from government priority projects. These companies also have 
privileged access to government finance for expansion. Mugher and Messebo completed the 
expansions to their production capacities at the start of 2012. The government uses these 
companies under their control to facilitate the government’s ongoing public housing and 
infrastructure projects. However, as of 2012, the cement market changed for good with the 
entrance of Derba Cement, and with the resulting excess capacity, the government removed 
the quota system (Belete, 2015). 
 
The significance of these large companies in the total cement production (Figure 5) indicates 
that the industry is oligopolistic in nature. This is a substantial change from the duopoly of 
state controlled Mugher and Messebo that was in place until 2011. From 2012, it was not 
only the two largest cement factories, Derba (2012) and Dangote (2015), that entered the 
cement sector, but a number of medium- and small-scale companies also became operational. 
This has significantly reduced the concentration.  
 
Figure 5: The share of the top four cement companies from 2016’s total production 
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4.4 Industrial policy instruments to promote the cement industry 
The government of Ethiopia played a key role through their industrial policy in the 
development of the industry, with direct and indirect interventions. Direct interventions 
mainly included providing long-term loans through the Development Bank of Ethiopia 
(typically, the government funds 70% of the investment cost, with an interest rate lower than 
7%), incentives, allowing importation of capital goods duty free, expanding state-owned 
enterprises, providing access to factory land at low prices (10-25 birr per square), exempting 
income tax, and facilitating access to quarry sites (limestone, clay, gypsum and pumice) with 
very low royalty fees (Oqubay, 2015). On the other hand, to increase the demand for cement, 
the government designed different programmes, such as the housing programme and 
significant infrastructure development, and the addition of individual construction activities 
have been the key drivers of the cement industry’s growth. It needs to be noted that the scale 
of Ethiopia’s investment in infrastructure is unusual and very large. Recently the government 
also launched a long-term strategy for sustainable growth (CIDS up to 2025) to accelerate the 
cement companies’ productivity and to increase demand for cement.  
4.5 Defining geographic markets for cement companies 
Given the high volume and low value nature of cement, selecting the appropriate 
geographical location in which to situate a cement company is crucial, because overland 
transport costs in Ethiopia are significant. This also means that there may be higher levels of 
concentration in geographic markets that are smaller than the national market. Defining 
geographic markets requires considering prices and transport costs, along with supply 
capacity relative to demand (Massey, 2000). These variables are considered in Chapter 5. 
 
The three largest factories, namely Dangote, Derba, and Mugher, which together account for 
more than 55% of the total capacity, are concentrated in one area, i.e. Mugher, largely 
because of raw material availability and the area’s proximity to the main market of Addis 
Ababa (see Figure below). Only a few factories, Messebo in the north at Mekelle, National 
Cement in Diredawa, and a some smaller factories in the east, are located further away from 
Addis Ababa. These suppliers are significantly affected by transport costs to Addis Ababa. 
Because of this, Messebo Cement is planning to establish a milling plant close to Addis 
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Ababa3, and National Cement are focusing on exporting to nearby neighbouring countries 
rather than competing in the local, central market4.  
 
 
 
 
 
 
 
 
 
                                                          
3 In the questionnaire, the company indicates that the reason why not fully utilised their 
capacity is that the company is located away from the main market, and as a result they are 
planning to set up a milling plant closer to the market in Addis Ababa.  
4 Interviews with the Marketing Manager of National Cement, 05 January 2017. 
27 
 
CHAPTER 5: ANALYSIS OF COMPETITON, PRICING, AND 
PRODUCTIVITY IN THE ETHIOPIAN CEMENT INDUSTRY 
5.1 Concentration, competition, and price  
 
The effect of entry of new suppliers in the cement industry in 2012 is evident in cement 
prices, which were reduced across the country from 2011 to 2012, to between US$5-8 per 
50kg bag (Figure 6). To analyse the effect of competition, price is considered in more detail 
below for the four selected major regions of Addis Ababa, Bahirdar, Mekelle, and Diredawa. 
A temporary shut-down in 2015 (due to a technical problem at Derba and Mugher Cement) 
indicates the importance of having sufficient capacity to meet demand, as there was a short-
term price hike to US$10 in Addis Ababa and Bahir Dar. 
Figure 6: Monthly average cement price in US$ per 50 kg at four different locations 
(Mekelle, Bahirdar, Addis Ababa, and Diredawa)  
 
Source: CSA reports on large- and medium-scale manufacturing and electricity survey from 
2009-2016.  
 
In terms of concentration at the national level, the entry of new producers has reduced 
concentration and increased supply, and this has been associated with cement prices being 
substantially reduced. Before 2011 there were effectively only two state-owned producers of 
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any significant magnitude, reflected in the two-company market share (CR2) measured in 
terms of capacity, being close to 90% (Table 2). With the entry of new producers, this fell to 
just 35% (0.35) between 2012 and 2014, and then with Dangote starting operations to 0.31. 
Overall, the industry remains relatively concentrated, with the four largest companies 
accounting for approximately 60% of installed capacity. And, as noted above, in terms of 
production, the largest four companies accounted for close to 75% in 2016.  
Table 2: Concentration ratio based on installed production capacity  
 
Size of factories 
                      Concentration ratio  
Before 2011 2012-2014 2015-2017 
The largest single factory, CR1 0.53 0.18 0.16 
The largest two factories, CR2 0.90 0.35 0.31 
The largest three factories, CR3 0.95 0.52 0.45 
The largest four factories, CR4 - 0.61 0.59 
Source: Questionnaire (2016). 
 
The difference in prices between locations–with prices in Addis Ababa and Bahir Dar at 
times being as much as 50% higher than in Diredawa–points to important local market 
dynamics, which need to be analysed. 
Addis Ababa is the capital city of Ethiopia, in which three major cement factories (Mugher, 
Derba and Dangote) and many medium and small cement plants operate within a range of 
150km of the city. As most construction activity takes place in this area, it is the main cement 
market. Therefore, higher prices in this market have the greatest negative effect on the 
economy in terms of raising the costs of infrastructure and housing. 
Mekelle is the capital city of Tigray regional state, located in the northern part of Ethiopia, 
780km from Addis Ababa, and the Messebo cement factory (one of the biggest cement 
companies) is located in this city, and is owned by the Endowment Fund for the 
Rehabilitation of Tigray (EFFORT).  
Diredawa is located in the eastern part of Ethiopia, 560 km from Addis Ababa, and it has two 
medium-sized cement manufacturers (National and Ture Cement).  
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Bahirdar is the capital city of Amhara regional state, and is located in the north-west part of 
Ethiopia, 560km from Addis Ababa, and there is no cement producer plant in the region or 
near this area. 
5.1.1 The Addis Ababa cement market and the transport costs to supply it 
 
The Addis Ababa market is the largest cement market and has the greatest number of 
competing suppliers. However, the price of cement in Addis Ababa has generally been above 
that in Mekelle and Diredawa, where other major producers are located, although not as high 
as in Bahirdar, where there is no local cement plant. The concentration ratio has also 
decreased over time (Table 3).  
Table 3: Concentration ratio in Addis Ababa region based on installed production 
capacity 
 
 
Size of factories  
   Concentration ratio in Addis Ababa 
2012-2014 2015-2017 
The largest single  factory - 
CR1 
0.38 0.29 
The largest two factory - CR2 0.73 0.56 
The largest three factory - CR3 0.83 0.81 
The largest four factory - CR4 0.95 0.9 
Source: Questionnaire (2016). 
 
Even though most of the cement suppliers are located around Addis Ababa, many of them are 
small and their market shares are insignificant, and because of this, the structure of the 
companies looks oligopolistic. However, when the competitive dynamics are analysed in 
terms of price, it is evident that the prices are highly correlated between Addis Ababa and 
Mekelle, with a correlation coefficient of 0.92 (Figure 7). The same is true of Diredawa, with 
which there is a price correlation of 0.95 (Figure 8). The main reason for higher prices in 
Addis Ababa is that while there are a number of producers, some are inefficient and, given 
the huge demand in this area, the market relies on suppliers from other regions. This also 
helps the inefficient small cement producers to sustain the higher prices. There may of course 
be other reasons for the correlation, such as common costs.  
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In terms of defining geographic markets in a competition analysis (Massey, 2000), it is 
necessary to consider whether consumers would be able to turn to sources from further afield 
if prices increased in Addis Ababa by a small but significant increase in price (or SSNIP test), 
as if the supply in Addis Ababa was controlled by a ‘hypothetical monopolist’. This 
assessment involves taking transport costs into account.  
Table 4: Average land transport cost in US$ per ton between Addis Ababa and the main 
regional cities (per 50kg bag computed in brackets) 
Year 
Transport cost 
in US$ per ton 
from Addis 
Ababa to 
Mekele 
(780km)  
Transport cost 
in US$ per ton  
from Mekele 
to Bahirdar 
(610km)  
Transport cost in 
US$ per ton from 
Bahirdar to Addis 
Ababa (560km)  
Transport cost 
in US$ per ton  
from Addis 
Ababa to 
Adama (100km)  
Transport cost in 
US$ per ton from 
Addis Ababa to 
Diredawa(560km)  
2012 50.43 (2.53) 39 (1.95) 37.63 (1.88) 6.72 (0.34) 37.63 (1.88) 
2013 48.75 (2.44) 37.1 (1.86) 35 (1.75) 6.28 (0.32)      35 (1.75) 
2014 45.26 (2.26) 35.39 (1.77) 32.49 (1.63) 5.8 (0.29) 32.49 (1.63) 
  2015 42.10 (2.11) 33.43 (1.67 30.24 (1.5) 5.4 (0.27) 30.24 (1.5) 
2016 39.85 (1.99) 31.2 (1.56) 28.64 (1.43) 5.1 (0.26) 28.64 (1.43) 
Source: Federal Transport Minister.  
When we compute the cement price in Mekelle plus transport costs from Mekelle to Addis 
Ababa (Table 4), the delivered price in Addis Ababa moves from a maximum price of US$9 
per 50kg in 2012, to a minimum of US$6.5 per 50kg in 2016. These prices are somewhat 
higher than the price in Addis Ababa, but close enough that if there had been a 10% price 
increment in Addis Ababa, the supply from Mekelle could represent a reasonable alternative 
for customers, although this is not always the case (see Figure 7).  
It should be noted that cement suppliers may well be able to get lower costs for bulk 
transport, than the standard rates recorded in Table 4.  
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Figure 7: Monthly average cement prices in US$ per 50kg in Addis Ababa and Mekelle 
regions  
 
Source: CSA reports on large- and medium-scale manufacturing and electricity survey from 
2009-2016; Own computation based on transport costs. 
Transport costs are lower from Diredawa, but are still substantial at between US$1.43 to 
US$1.88 per 50kg bag. Taking into account these transport costs gives the maximum price of 
US$8.88 per 50kg delivered from Diredawa into Addis Ababa in 2012, and the minimum 
price US$5.83 per 50kg in 2016. These are higher than the Addis Ababa cement price. But a 
5-10% price increment in Addis Ababa would lead consumers to source cement from 
Diredawa (Figure 8). There is a recent price gap between Addis Ababa and Diredawa which 
suggests that Addis Ababa cement producers have become competitive.  
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Figure 8: Monthly average cement prices in US$ per 50kg in the Addis Ababa and 
Diredawa regions  
 
Source: CSA reports on large and medium scale manufacturing and electricity survey from 
2009-2016; Own computation based on transport costs. 
The analysis indicates that despite more competitors in the Addis Ababa region, the supply 
from Diredawa (and to a lesser extent from Mekelle) has been important in keeping down 
prices in Addis Ababa. The cement market in Addis Ababa should not be considered as a 
separate market in competition terms, but should include supplies from Diredawa (and 
perhaps Mekelle). This raises the question as to why companies in Addis Ababa have priced 
cement at higher levels than the ex-factory prices in Diredawa and Mekelle, and whether they 
are less efficient. This suggests that the number of competitors does not matter in itself, in 
terms of the price, but what does matter is effective competition among efficient producers. It 
is also noted that, more recently, the price gap between Addis Ababa and the two regions has 
decreased, suggesting that there is more competition between suppliers in the Addis Ababa 
region itself. 
5.1.2 The Mekelle cement market 
The price of cement in Mekelle is lower than in Addis Ababa, and higher than Diredawa’s 
cement price throughout the period; the maximum average price was US$6.5 per 50kg in 
2012 and the minimum price was US$4.5 per 50kg (Figure 6). While the price is highly 
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correlated with other regions (with a correlation coefficient for Addis Ababa and Diredawa of 
0.92 and 0.94 respectively), however, using the SSINP price test, if cement prices in Mekelle 
increased by 5-10%, customers could not source cement from Addis Ababa or Diredawa 
given the high transport costs and already low price in Mekelle.  
Therefore, the market in Mekelle is effectively a monopoly (with only one producer and no 
effective competitive constraints from other regions). However, the price is lower than prices 
in Addis Ababa, which has many cement producers. This is because there is a substantial 
surplus of local supply over demand, and Messebo Cement (located in Mekelle) is a 
relatively low-cost producer, which prices its cement to compete in markets situated further 
away, including Addis Ababa. In effect, while appearing to be a monopoly, Messebo does not 
discriminate against local customers who obtain an ‘export’ price for sales to the Addis 
Ababa market.  
5.1.3 The Diredawa cement market 
Since 2013, the price of cement in Diredawa has been lower than any of the other three 
regions. The maximum cement price was US$5.35 per 50 kg in 2015, and the minimum price 
was US$4.4 per 50 kg in 2016 (Figure 6). Until 2013, only National Cement (previously 
Diredawa Cement) was operating in the region and the price was US$7 per 50kg in 2012. But 
in 2013, when Ture Cement became operational, the price decreased to US$5.2 in 2013, and 
the margin increased resulting in Diredawa being cheaper relative to the other regions.  
Although the prices in Deredawa are highly correlated with the other regions, as in Mekelle, 
the transport costs and low prices in Diredawa mean that consumers cannot readily turn to 
alternative regions for competitive supply if prices in Diredawa increased by a SSNIP of 5-
10%. There are two cement producers in Diredawa who also export to neighbouring 
countries, which means they have promoted efficiencies, as discussed below. As a result, the 
cement market in Diredawa is very competitive in pricing outcomes, despite being a duopoly.  
5.1.4 The Bahirdar cement market 
For purposes of comparison, the price of cement in Bahirdar is also considered. As there is no 
cement producer in this region, the supply of cement to the Bahirdar market either comes 
from Mekelle (Messebo Cement) or Addis Ababa (Derba Cement and Dangote Cement). As 
expected, prices are closely correlated with these regions. Computing the price in Mekelle 
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plus the transport cost from Mekelle to Bahirdar (Table 4) gives a maximum price US$8.4 
per 50kg in 2012, and a minimum price of US$6.06 per 50kg, which is lower than the actual 
prices recorded in Bahirdar. Similarly, computing prices in Addis Ababa plus the transport 
cost from Addis Ababa to Bahirdar gives a maximum price US$10.13 per 50kg in 2012 and a 
minimum price US$6.76 per 50kg in 2016, making the price higher in Addis Ababa than the 
price in Bahirdar. Thus, it would appear that Bahirdar is mainly supplied by Mekelle.  
5.2 Competition and the cost of production 
A critical development has been the company decisions that have lowered costs of 
production. The production costs of the main producers are assessed in this section before 
efficiencies are analysed in more detail in section 5.3, focusing on energy efficiency, and 
investment decisions and production technology in section 5.4. The production costs of 
Ethiopian cement producers have improved substantially over time (Table 5) for two main 
reasons. Firstly, with the entry of new, large-scale producers in 2012, there was competitive 
pressure on companies to decrease production costs as prices came down. Secondly, the cost 
of energy decreased, as discussed in section 5.3. 
 Table 5: Production costs (excluding transport cost) of cement in US$ per tons 
Name of company                      Production cost of cement  in US$/ton  
2012 2013 2014 2015 2016 
Messebo Cement 
Factory 
86.3 72.6 61.7 37.4 35.7 
Derba Cement plc 90.9 76.6 65.7 40 38.3 
Dangote Cement    42.3 41.2 
National Cement plc 107.7 96.5 88.6 54.85 54.9 
Mugher Cement 
factory 
123.8 125.8 121.5 119 93.5 
East Cement plc 99 92.6 85 52.3 57.7 
Inchini Bedrock plc 103.4 96.5 88.8 57.4 60.3 
Source: Own computation based on companies’ information collected through questionnaire (2016). 
The most significant decreases in costs of production are in the largest cement companies 
(Mesebo, Derba and Dangote), aside from Mugher (see Table 5). This is mainly because of 
economies of scale, modern technology, and efficient utilisation of energy.  
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Messebo Cement has recorded the lowest cost throughout, and has achieved cost reductions 
from an average cost of US$86.3 per ton in 2012 to US$35.7 per ton in 2016. This is because 
the company uses very efficient technology, and has also pioneered the blending of biomass 
with coal to lower its energy costs. Its cost efficient is simulated by being located far from the 
central market (main market destination), requiring it to be able absorb higher transport costs 
and yet still compete in Addis Ababa.  
Similarly, in 2016 Derba and Dangote decreased their production costs to US$38.3 and 
US$41.2 per ton of cement respectively.  On the other hand, some small- and medium-sized 
cement companies that operate in the Addis Ababa surrounds are not as cost-efficient (Table 
5). This is because most of them are small- and medium-sized businesses with VSKs, which 
are not energy efficient. This makes the cost of cement production higher, on average, in 
Addis Ababa. In effect, the higher prices in Addis Ababa appear to cover the relative cost 
inefficiencies of some of the plants in the region. 
The cost of production in the cement industry is mostly related to the cost of energy. For a 
long time Ethiopian cement companies have used imported heavy fuel oil (HFO). With the 
increasing price of HFO, the government encouraged a shift to coal, which is also imported. 
This shift has underpinned lower production costs, aside from Mugher Cement, which 
continues to use HFO, and even in 2016 recorded much higher production costs.  
The evidence that competition has spurred cost reductions is evident when price mark-ups 
over costs are considered. When the cement market became competitive after 2012, the price 
of cement decreased to the extent that profit mark-ups were squeezed (Figure 9). This 
incentivised the decreasing costs observed above. From Figure 9 it is evident that the average 
mark-up in the  cement price has declined from 20.1% in 2012 to 7% in 2016.  
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Figure 9: Average mark-ups between 2012/2016 
 
 
Source: Own calculation from questionnaire data (2016). 
This is supported by companies’ responses to the questionnaire, with 55.6% and 33.3% of the 
companies indicating that competition impacts their profitability, either to a greater extent or 
to some extent respectively (Table 6).  
Table 6: Impact of competition on a company’s profitability 
 
                                      Impact of  competition on a company's profitability 
Competition Frequency Percent 
not at all 0 0 
to a small extent 1 11.1 
to some extent 3 33.3 
to a great extent 5 55.6 
Total 9 100 
Source: Questionnaire (2016). 
5.3 Competition and Efficiency 
In cement industry, efficiency is mostly associated with the efficient utilisation of energy. 
Cement is a high consumer of energy especially in the pyro-processing system (the process of 
clinker production, which involves the pre-heaters/pre-calciners, kilns, and coolers), and the 
system accounts for close to 93% of the total energy consumption of the plant. Pyro-
processing is the most important process in cement manufacturing, because strength and 
other properties of cement depend on the quality of clinker produced.  
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To evaluate the efficiency of the cement industry, the quantity of energy per ton of clinker or 
cement can be compared to international bench marks. At the international benchmark, the 
energy required for the production of one kilogram of clinker is 2750kj or 0.11kg of coal 
(Choate, 2003).  
The efficiency of the Ethiopian cement industry has improved over time, but efficiency is still 
lower than the international standard. In 2012, on average 0.23kg of coal or 5750kj were 
required to produce a kilogram of clinker. This was reduced to 0.17kg coal or 4250kj in 2016; 
however, it remains above the benchmark (Table 7).  
In addition, efficiency improvements have mostly been observed in the large producers.  
Messebo Cement, one of the most efficient producers, reduced their energy consumption 
from 0.2kg coal per kilogram of clinker in 2012, to 0.129kg coal per kilogram of clinker in 
2016. Derba Cement consumed 0.21kg of coal per kilogram of clinker in 2012, and decreased 
it to 0.14kg per kilogram of clinker in 2016. Dangote Cement consumed 0.15kg per kilogram 
of clinker in 2016 (Table 7).  
By comparison, the smaller cement companies are relatively inefficient. Inchini Bedrock 
Cement consumed 0.24kg of coal per kilogram of clinker in 2012, and only slightly decreased 
this to 0.22kg coal per kilogram of clinker in 2016. Similarly, National Cement and East 
Cement consumed 0.25kg and 0.23kg of coal per kilogram of clinker in 2012, and only 
slightly decreased this to 0.2kg and 0.21kg per kilogram of clinker in 2016 respectively 
(Table 7). Therefore, the energy consumption of smaller cement producers remains much 
higher than the international standard of 0.11kg, due mainly to the use of small-scale VSKs. 
Table 7: Coal consumption in kg per kilogram of clinker production (coal kg/kg of 
clinker) from 2012-2016 
Company 2012 2013 2014 2015 2016 
Messebo Cement 0.20 0.18 0.16 0.15 0.13 
Derba Cement 0.21 0.19 0.17 0.16 0.14 
Dangote Cement - - - 0.17 0.15 
East Cement 0.23 0.23 0.22 0.21 0.21 
National Cement  0.25 0.24 0.23 0.21 0.2 
Inchini Bedrock 0.24 0.24 0.23 0.22 0.22 
Source: Own computation based on data from questionnaire (2016). 
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The cost of energy per ton of clinker production varies based on the quantity used and on the 
changing price of coal. The lower costs are partly due to lower coal prices, with the imported 
coal price reducing from US$151 per ton of coal in 2012 to US$87 per ton of coal in 2015, 
albeit rising slightly once again to US$96 in 2016 (Table 8). The combined effect of coal 
prices and efficiencies yields the lower energy costs per ton of clinker recorded in Table 9. 
Table 8: Coal price in US$ per ton of coal from 2012-2016   
Year 
Imported quantity 
in tons 
CIF value in US$ Unit price in US$ 
2012 282,654.51 42,746,159.80 151 
2013 291,932.00 41,119,939.57 141 
2014 345,892 46,639,978 135 
2015 514,703 44,871,793.55 87.2 
2016 570,738.45 54,857,322.50 96 
Source: Ethiopian Customs and Revenue Authority.  
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Table 9: Clinker production and cost of energy per ton of clinker 
 
 
NO 
 
Company Name 
                            Clinker production in tons  and  cost of energy per ton of clinker in US$ 
2012 2013 2014 2015 2016 
Clinker in 
tons 
 Cost US$ 
/ton   
Clinker 
in tons 
Cost US$ 
/ton   
Clinker in 
tons 
Cost 
US$ /ton   
Clinker 
in tons 
Cost 
US$/ton 
Clinker in 
tons 
Cost US$ 
/ton   
1 Dangote 
Industrial 
Ethiopia 
- - - - - - 691,612 14.8 1,469,117 14.4 
2 Messebo Cement  
Factory 
662,960 30.2 890,816.5 25.4 1,090,188.9 21.6 1,533,089 13.1 1,539,592 12.5 
3  
Derba Cement 
plc 
327,226.3 31.8 977,160 26.8 1,094,395.3 23 1,246,625 14 1,225,772 13.4 
4 Mugher Cement 
factory 
 
636,620.4 49.5 782,045 50.3 789,047 48.6 705,984 47.68 544,616 37.4 
5 National Cement 
S.C 
134,280 37.7 139,185 
 
33.8 487,478 
 
31 531,134 19.2 810,192 19.2 
6 Inchini Bedrock 
plc 
63,700 36.2 97,559.8 33.8 
 
112,838.1 31.1 103,810.8
5 
20.1 11,4191.35 21.1 
7 East Cement 159,650 34.7 233,250 32.4 244,400 29.7 277,000 18.3 306,920 20.2 
Source: Own computation based on company information collected through questionnaire (2016).
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From Table 9, it is clearly evident that the cost of energy per ton of clinker production has 
decreased over time, on average, from US$36.68 per ton of clinker in 2012 to US$19.74 per ton 
of clinker in 2016. However, the big change in the cost of energy per ton of clinker production is 
observed in the large cement companies, except for Mugher Cement, due to its continued use of 
HFO until mid-2016. As already noted, the smaller cement producers also consume more coal 
per ton of clinker, and as a result they have higher energy costs per ton of clinker. 
It is possible to separate the two effects of the decreasing coal price over time, and the reduction 
of coal consumption.  Based on the price of coal in Table 8, it is possible to separate out the 
impact of the price change of coal on the cost of energy per ton of clinker production (Table 10). 
This helps to see the cost of energy per ton of clinker production, which arises due to changes in 
coal consumption or efficiency gain.  
Table 10: Cost of energy in US$ per ton of clinker due to the coal price changes  
Company  Cost of energy in US$ per ton of clinker due to change in coal price  
2013 2014 2015 2016 
Messebo Cement 1.8 0.96 7.13 1.14 
Derba Cement 1.9 1.00 7.7 1.2 
Dangote Cement - - 8.1 1.3 
East Cement 2.3 1.3 10 1.85 
National Cement  2.4 1.4 10.5 1.8 
Inchini Bedrock 2.4 1.4 11 1.9 
Source: Own computation based on questionnaire data (2016). 
Table 10 shows the contribution of the decrease in the coal price to the reduction of costs of 
energy per ton of clinker production.  The cost of energy per ton of clinker decreased 
significantly in 2015, this is because in 2015 the price of coal was US$87.2 per ton of coal, 
which was 35% lower than the price of coal in 2014, i.e. US$135  per ton of coal (see Table 8).  
The net effect of the reduction in coal consumption on the cost of energy per ton of clinker 
production is shown below in Table 11 (calculated by deducting the cost of energy–due to coal 
price changes–from the total cost of energy, which is calculated in Table 9). As is evident in  
Table 11, the cost of energy per ton of clinker production reduced on average from US$28.2 per 
ton of clinker in 2013 to US$15.3 per ton of clinker in 2016, due to a reduction in coal 
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consumption (efficiency gains). However, as highlighted above, the cost of energy per ton of 
clinker in 2015 significantly reduced, and  this was due to the coal price reduction. 
Table 11: Cost of energy per ton of clinker due to changes in coal consumption  
Company Cost of energy in US$ per ton of clinker  
2013 2014 2015 2016 
Messebo Cement 23.6 20.64 5.97 11.36 
Derba Cement 24.9 22 6.3 12.2 
Dangote Cement 
  
6.7 13.1 
East Cement 30.1 28.4 8.3 18.35 
National Cement  31.4 29.6 9.2 17.8 
Inchini Bedrock 31.4 29.7 9.1 19.2 
Source: Own computation based on the data from questionnaire (2016).  
In general, the efficiency of Ethiopian cement companies has improved substantially over time, 
alongside increased competition, and the government’s shift in policy encouraging the use of 
coal. To realise better energy utilisation is crucial, especially in countries like Ethiopia, which 
satisfies the demand of coal through imports on the back of expensive inland transport costs. 
5.4 Competition, economies of scale, investment costs, and capacity utilisation 
Since cement is capital-intensive it requires huge investment to keep producing, from Table 12 
below, it is evident that the first four companies have an investment cost of more than US$70 
million each, specifically the two biggest Ethiopian cement plants, Dangote and Derba, which 
each invested US$133 million and US$158 million respectively (CCIIDI, 2015). These larger 
investments have plants of more than two million tons capacity, lower unit costs of production 
than the smaller plants, and higher profit margins, which enable returns on the investment 
assuming that the plants run at high capacity. From Table 12, it is evident that the first four 
companies have a production capacity of more than two million tons, and the fifth company has 
capacity above one million tons. Derba and Messebo have shown an increasing trend since 2012 
in terms of sales volume and production output to reach 1.64 million tons and 1.55 million tons 
of production respectively in 2016. Dangote ramped up production quickly from 0.93 million 
tons in 2015 when is began its operations, to 2.04 million tons in 2016.  
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However, Mugher Cement and National Cement have shown a decreasing trend, with production 
far below capacity at just 0.71 million tons and 0.36 million tons respectively in 2016. There are 
many reasons for a decreasing trend of production output and sales volume at Mugher Cement. 
First, the company did not change their energy source from HFO to coal until 2016, which made 
the company uncompetitive in the cement market. Secondly, frequent electric power 
interruptions, significant manpower turnover, and quality failures5 contributed to low production. 
Thirdly, Mugher Cement was established more than 30 years ago, has the oldest plant, and 
operates with outdated technology. Similarly, National Cement acquired the oldest plant, 
Diredawa Cement in 2005, which, like Mugher Cement, use outdated technology. As a result, 
there were cost inefficiencies, although recently the company upgraded technology by 
establishing a new cement plant and abandoning the old plant, and thus it is expected to improve 
in the coming years6. This shows that competition has driven the adoption of more current 
technology in this case, as well as in improvements in other plants relating to coal efficiency.  
Additionally, some of the smaller cement producers have made changes to increase output 
volumes and efficiencies. Capital Cement slightly increased their output from 210,000 tons in 
2012 to 240,000 tons of cement in 2016, although the lower prices have meant that the value of 
sales decreased from US$24.7 million in 2012 to US$21million in 2016. Similarly, Inchini and 
Ture Cement increased their production from 100,000 tons of cement in 2012 and 2013 to 
176,000 and 210,000 tons of cement in 2016, respectively.  
 
  
 
 
                                                          
5 The company mentions the main challenges in the questionnaire, 2016, which includes lack of 
management commitment in implementing different cost reduction systems.  
6  Interview with Production Manager and Human Resource Manager of National Cement, 04 
January 2017. 
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Table 12: The investment capital, sales, actual production, and design capacity of each cement company 
N
O 
 Name of the 
company  
 
 
 
 
Produc
tion 
capacit
y in Mt 
Invest
ment 
capital 
in 
million 
US$ 
Actual  production of cement in million tons (Mt) and annual sales in US$ 
       2012      2013      2014            2015         2016 
1. Mt  Sales Mt Sales Mt Sales Mt Sales Mt Sales 
Dangote 
Industrial 
Ethiopia 
2.5 133 - 
 
- 
 
- 
 
- 
 
- 
 
- 
 
0.93 99,175,196.82 2.04 199,150,882.35 
2. Messebo 
Cement  
Factory 
2.2 71 
(exp) 
0.95
2 
118,488,075 1.44 148,142,693.55 0.803 73,619,766
.7 
1.44 135,109,875.1 1.55 127,716,721.84 
 
3. 
Derba Cement 
plc 
2.3 158 0.45 50,440,381.64 1.4 146,143,285.5 1.54 155,101,4
81.84 
2.07 208,898,900.
82 
1.64 150,481,476.33 
 
4. 
Mugher 
Cement 
Factory 
2.2 77 
(exp) 
0.85 105,116,498.1 1.05 116,854,127.3 1.01 108,125,2
35.1 
0.89 89,540,882.4
4 
0.71 63,496,383.17 
 
5. 
National 
Cement S.C 
1.2 30.1 
(exp) 
0.17 21,536,884.75 0.57
5 
68,600,387.1 0.643 66,488,44
8.88 
0.54 54,148,038.5
9 
0.36 34,677,855.7 
 
6. 
Ture 
Diredawa 
Cement 
factory S.C 
0.3 16.6 - 
 
- 
 
0.1 7,229,959.1 0.16 10,931,71
5.6 
0.25 18,324,659 0.21 13,758,150.11 
 
7. 
Inchini 
Bedrock plc 
0.3 9.67 0.1 1,361,050.5 0.15 12,684,867.9 0.174 16,274,56
5.2 
0.16 10,469,394.7
4 
0.176 10,886,165.44 
 
9. 
Capital 
Cement  
0.6 - 0.21 24,771,231.53 0.21 20,833,232.9 0.25 23,944,68
7.8 
0.21 20,840,284.9 0.24 21,047,879.71 
 Source: Questionaire (2016).
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Capacity utilisation is important for returns from the large investments that have been made. The 
capacity utilisations of the cement companies increased on average from 31.55% in 2012 to 
60.5% in 2016 (Figure 10). Significant improvements have been made by the large producers. In 
2016, Dangote, Derba, and Messebo utilised 81.6%, 71.3%, and 70.5% of their capacity 
respectively. High capacity utilisation means the company has used technically efficient 
technology (efficient utilisation of energy), has better maintenance capabilities, and can support 
more effective marketing strategies and management systems, so that the unit costs of the 
product are lower. Capacity utilisation is also associated with energy efficiency. When capacity 
utilisation increased, the energy efficiency improved from an average consumption of 0.23kg 
coal per kilogram of clinker in 2012, to 0.17kg of coal per kilogram of clinker in 2016 (Table 9). 
Figure 10: Total production capacity and actual production of cement in tons from 2012-
2016 
 
 
Source: Questionnaire (2016).      
The smaller cement plants have operated at under half of their capacity as competition pressure 
has increased. Some plants have shifted from cement production to gypsum and other 
construction input material production.  
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Therefore, competitive markets have induced cement producers to reduce their production costs. 
This has included increasing the scale of production, as seen by Messebo and later Mugher 
investing US$71 and 7US$7 million respectively to upgrade their plants in order to meet the 
threat of new entrants, Derba and Dangote, head on. Cement is a highly capital-intensive, and 
requires economies of scale to be competitive and profitable; the capacity of the cement plant is 
determined by the size of the kiln. Internationally, the minimum efficient production output a 
cement plant needs to accomplish while taking full advantage of economies of scale with regard 
to costs and supplies, is around one million tons every year (Ellis & Singh, 2010). The smaller 
cement plants were established when the country faced acute cement shortages. Now producers 
face the challenge of restructuring as larger producers realise lower costs, and the smaller cement 
plants with VSKs consume more energy per unit of output. 
In restructuring, industrial policy has a role to play, as it can support the large-scale investments 
and the shift to modern production techniques and technology. Large cement producers also have 
the ability to access finance for expansion and modernisation. Of course, the closure of small 
cement producers is not an easy decision. Firstly, if these manufacturers are closed, people 
employed at these plants will lose their jobs. Secondly, these plants have disclosed unsecured 
debts.   
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CHAPTER 6: CONCLUSIONS  
As elsewhere, cement companies play a crucial role in Ethiopian economic development as 
cement is a key input to the many private and government which mega projects are under 
construction. With growth in infrastructure and the investment in cement production, the 
Ethiopian cement industry has now grown so rapidly that the country is the third largest producer 
in sub-Saharan Africa. The government’s industrial policy has played a large role in supporting 
the investment through incentives and credit; while the government led infrastructure programme 
has been the most important aspect in demand for cement.  
 
Competition was non-existent in the Ethiopian cement market for many years when the two 
cement companies (Mugher and Messebo) dominated the cement industry. This was mainly 
because the government-owned Mugher, and the party-affiliated cement company Messebo were 
exclusively privileged to supply their product to government mega projects without competitive 
procurement. Therefore, these companies were not concerned about productive efficiency as 
long as they sold their products at a high mark-up. Although a few small-scale cement companies 
became operational in 2005, their market share was insignificant, since smaller cement 
companies have small-scale kiln sizes, and do not have capacity to be productively efficient to 
compete with larger companies. As a result of this, the price of cement was very high, and there 
was an imbalance between supply and demand as production capacity was too low to meet the 
growing demand.  
After 2012, this situation changed with the two large cement producers, Dangote and Derba, 
becoming operational in addition to the smaller competitors. The findings show that the cement 
market became relatively competitive such that the price of cement decreased significantly, but 
was still higher than the international benchmarks. Similarly, capacity utilisation, the 
concentration ratio, and the productive efficiency of the industry has improved over time.  
The findings show that there have been significant changes in terms of low-cost production, 
better efficient utilisation of energy, and better performance in capacity utilisation, as observed 
in the newly established, large-scale cement companies. However, there is a need to restructure 
the older and smaller cement companies in the future. This is because smaller cement producers 
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that use small-scale kilns with VSKs are not energy efficient, and as a result they are not cost-
competitive.  This also leads the cost inefficient companies to sustain the higher price of cement 
in the market by passing on the inefficient costs to consumers.  
This research concludes that in order to increase the competitiveness of the Ethiopian cement 
industry, efficient utilisation of energy, the availability of coal with lower prices, and large-scale 
production capacity are crucial. Therefore, the Ethiopian government should develop local coal 
mining as well as encourage the cement companies to blend coal with biomass. Additionally, the 
government should allow cement companies to expand and upgrade so that the companies can 
exploit economies of scale and increase competition, which leads to lowering the price of cement 
and increasing the demand of cement, and ultimately maintaining sustainability of the industrial 
sector.  
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